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LOUISIANA STATE UNIVERSITY  
  HEALTH SCIENCES CENTER - NEW ORLEANS 
LOUISIANA STATE UNIVERSITY SYSTEM  
STATE OF LOUISIANA 
New Orleans, Louisiana 
 
As part of our audit of the Louisiana State University System’s financial statements for the year 
ended June 30, 2005, we considered the Louisiana State University Health Sciences Center-New 
Orleans’ internal control over financial reporting; we examined evidence supporting certain 
accounts and balances material to the System’s financial statements; and we tested the center’s 
compliance with laws and regulations that could have a direct and material effect on the 
System’s financial statements as required by Government Auditing Standards.  In addition, we 
considered the Louisiana State University Health Sciences Center-New Orleans’ internal control 
over compliance with requirements that could have a direct and material effect on a major 
federal program, as defined in the Single Audit of the State of Louisiana, and we tested the 
center’s compliance with laws and regulations that could have a direct and material effect on the 
major federal programs as required by U.S. Office of Management and Budget Circular A-133.   
 
The financial information provided to the Louisiana State University System by the Louisiana 
State University Health Sciences Center-New Orleans is not audited or reviewed by us, and, 
accordingly, we do not express an opinion on that financial information.  The center’s accounts 
are an integral part of the Louisiana State University System’s financial statements, upon which 
the Louisiana Legislative Auditor expresses opinions. 
 
In our prior accountant’s review report on the Louisiana State University Health Sciences Center 
for the year ended June 30, 2004, we reported a finding relating to no formal disaster recovery 
plan.  That finding has been resolved by management.   
 
Based on the application of the procedures referred to previously, all significant findings are 
included in this letter for management's consideration.  All findings included in this management 
letter that are required to be reported by Government Auditing Standards will also be included in 
the State of Louisiana’s Single Audit Report for the year ended June 30, 2005. 
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Donation of Public Funds  
 
The Louisiana State University Health Sciences Center-New Orleans (LSUHSC-NO) 
School of Medicine (SOM) may have violated the Louisiana State Constitution when it 
instructed the LSU Healthcare Network (HCN), a blended component unit of the 
LSUHSC-NO, to donate $2,000,000 of funds designated for the SOM to the LSU School 
of Medicine - New Orleans Medical Alumni, Inc. (Alumni Association).  The Louisiana 
Constitution, Article VII, Section 14, states, “Except as otherwise provided by this 
constitution, the funds, credit, property, or things of value of the state or of any political 
subdivision shall not be loaned, pledged, or donated to or for any person, association, or 
corporation, public or private.”  
 
The HCN is a private tax-exempt entity established to assist the SOM in the attainment of 
its educational and research missions and goals.   The relationship between the LSUHSC-
NO and the HCN are established and defined by agreement as follows:   
 

 A Cooperative Endeavor Agreement, dated November 1, 2000, was 
established to define the relationship between the LSUHSC-NO and the 
HCN.  This agreement provides that the HCN bills and collects 
professional fees on behalf of the SOM and its physician employees 
whose professional services are leased by the HCN.  This agreement also 
provides that certain funds generated by the HCN should be used to 
benefit the SOM.   

 The LSUHSC-NO and the HCN have also entered into an Operating 
Agreement, dated November 1, 2000, to better describe the purpose and 
obligations as defined in the above Cooperative Endeavor Agreement.  
Pursuant to the terms and conditions of that Operating Agreement, the 
HCN, at the request of the SOM, internally designates fund balances for 
departments of the SOM.  The funds designated to the SOM are from 
clinical revenues, less practice expenses and other internally designated 
allocations.   

The donation from the HCN to the Alumni Association was made based upon the 
following two agreements:  
 

 The SOM and the HCN’s Executive/Finance Committee adopted a Joint 
Resolution that the HCN donate $2,000,000 to the Alumni Association for 
development of a Learning Center for the education of students and 
physician employees of the SOM.  The funds donated are from reserves 
designated to specific departments of the SOM.   

 The donation was made with an Agreement to Donate Funds between the 
HCN and the Alumni Association.  The agreement states that the funds are 
for the exclusive and dedicated purpose of developing the Learning 
Center.   
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Because the HCN’s donation was from funds that were designated for the SOM, which is 
a public entity, the donation is not actually a donation from the HCN to the Alumni 
Association, but rather a donation from the SOM to the Alumni Association.  This 
donation appears to be prohibited by the state’s constitution.  The constitution and courts 
direct that the donation of public funds is prohibited even if the goal of the donation is for 
a worthwhile cause.   
 
Management of LSUHSC-NO should ensure that all transactions involving funds 
dedicated to the SOM, which are considered public funds by their designation to the 
SOM, are administered in accordance with the constitution and state laws.  In addition, 
LSUHSC-NO should consider requesting an Attorney General’s Opinion regarding this 
donation and determine courses of action if the donation is found to be prohibited by the 
constitution.  Management did not concur with the substance of the finding and expressed 
that the transfer was appropriate to further the public purposes of the SOM.  However, to 
cure any problems or misunderstandings about this transaction, which was characterized 
as a donation, LSUHSC-NO has requested and received a check from the Alumni 
Association to return the monies to the HCN.  Management stated that a new transaction 
will be prepared in proper substance and form to accomplish the original objective of 
expanding the Learning Center (see Appendix A, pages 1-9). 
 
Unlocated Movable Property 
 
LSUHSC-NO did not have adequate internal control over movable property.  As required 
by state movable property regulations, LSUHSC-NO conducted physical inventories and 
reported unlocated movable property items totaling $2,600,159 for the four-year period 
from fiscal year 2002 to fiscal year 2005.  Of that amount, items totaling $261,437 were 
removed from the property records because they had not been located for three 
consecutive years.  Of the unlocated property reported on the physical inventory 
certification, the amount of unlocated computers and computer-related equipment totaled 
$1,012,339.  The certification of property inventory disclosed $86,392,031 in total 
movable property administered by LSUHSC-NO.  The annual certification of property 
inventory was submitted to the Louisiana Property Assistance Agency on November 24, 
2004.   
 
Good internal control and the Louisiana Administrative Code prescribe that efforts 
should be made to locate all movable property items for which there are no explanations 
available for their disappearance.  Assets should be adequately monitored to safeguard 
against loss or theft, and periodic counts of property inventory, as well as the search for 
missing items, should be thorough. 
 
Failure to thoroughly secure, locate, and account for movable property increases the risk 
of loss arising from unauthorized use of the property and could subject LSUHSC-NO to 
noncompliance with state laws and regulations.  Also, the risk exists that sensitive 
information could be improperly retrieved from the missing computers and/or 
computer-related equipment, which could compromise LSUHSC-NO’s data integrity. 
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Management of LSUHSC-NO should strengthen its internal controls over movable 
property, including its procedures for securing its movable assets and conducting its 
physical inventory, and should devote additional efforts to locating movable property 
reported as unlocated in previous years.  Management partially concurred with the 
finding and recommendation stating that it has already implemented stronger internal 
controls during the current inventory.  Management outlined a plan of corrective action 
(see Appendix A, page 10).   
 
HIV Care Formula Grants Program Expenses 
  Not Reconciled 
 
LSUHSC-NO is not reconciling the expenses billed to the HIV Care Formula Grants 
Program (CFDA 93.917) to the general ledger.  The Code of Federal Regulations (45 
CFR 92.20), Standards for Financial Management Systems, states, in part, that recipients 
and subrecipients of a grant are required to have financial management systems which 
maintain records that adequately identify the application of funds provided for financially 
assisted activities.  These records must contain information pertaining to awards and 
expenses.  Good internal control includes reconciling invoiced expenses to the general 
ledger.  An accurate reconciliation would allow management to ensure that all allowable 
expenses are being reimbursed and fraud and/or errors are detected in a timely manner. 
 
During the contract year, March 1, 2004, to February 28, 2005, total expenses billed to 
the grant were $195,986.  The total expenses per the general ledger were $232,710.  
Failure to reconcile the expenses to the general ledger increases the risk that all allowable 
expenses are not being billed and that fraud and/or errors could occur and not be detected 
in a timely manner.   
 
Management of LSUHSC-NO should require monthly reconciliation of the expenses 
included in the reimbursement request to the general ledger to ensure that the accounting 
records are both accurate and reliable and that expenses included in the reimbursement 
request are both complete and properly recorded.  Management partially concurred with 
the finding and recommendation stating that amounts were eventually reconciled.  
Management outlined a plan of corrective action (see Appendix A, page 11).   
 

The recommendations in this letter represent, in our judgment, those most likely to bring about 
beneficial improvements to the operations of the center.  The varying nature of the 
recommendations, their implementation costs, and their potential impact on the operations of the 
center should be considered in reaching decisions on courses of action.  The findings relating to 
the center’s compliance with applicable laws and regulations should be addressed immediately 
by management. 
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This letter is intended for the information and use of the center and its management and is not 
intended to be, and should not be, used by anyone other than these specified parties.  Under 
Louisiana Revised Statute 24:513, this letter is a public document, and it has been distributed to 
appropriate public officials. 
 

Respectfully submitted, 
 
 
 
Steve J. Theriot, CPA 
Legislative Auditor 

 
DSG:ES:PEP:dl 
 
LSUHSCNO05 
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Findings and Recommendations 
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